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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, D.C. 20503 


March 20, 1997 


OMB BULLETIN NO. 97-04 
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES 


SUBJECT: Agency Reports to Congress on Loan Portfolio Valuation 


1. Purpose. This Bulletin provides guidance to Federal agencies on reporting 
requirements, pursuant to the Debt Collection Improvement Act of 1996 (DCIA) (See 


Attachment A, Section 31001 of the DCIA (P.L. 104-134)). 


2. Background. DCIA directs each Executive branch agency with current and 
delinquent, collateralized nontax debt (i.e., credit programs) to report to the Congress 
for each financing and liquidating account the following: 


e the cumulative balance of such debts outstanding; 


@ the estimated nei present value of such debts; 


e the estimated net proceeds that would be received by the Government, if such 
debts were sold; and 


e the annual administrative cost. 
In addition, agencies must also report on the marketability of all nontax debt held. 


Data collected in accordance with this Bulletin will be used by Congress for the 
consideration of the sale of loans. The DCIA instructs OMB, in consultation with 
Treasury, to develop standards and determine the information necessary for agencies 
to comply with the reporting requirement. Agencies shouid note that these reporting 
requirements are similar to, but more comprehensive than, the reporting requirements 


in the report language of the Treasury-Postal Appropriations Act of 1996 (P.L. 104-52) 
covered in OMB Bulletin No. 96-04 (See Attachment B, OMB Bulletin No. 96-04). 


3. Action required. Each Executive branch agency should prepare a report on loan 
portfolio valuation, based upon the criteria listed below. Reports should be transmitted 
to the Congress no later than April 30, 1997. The final draft of the report must be 
reviewed by the OMB examiner(s) with primary responsibility of the applicable credit 
accounts prior to the transmittal of the report to the Congress. 


: ny poe collr8 { 


Information should be reported on portfolios with outstanding balances of 
collateralized debt consistent with the following definitions. 


@ Collateralization. Any asset pledged to the lender for the term of the loan. 
Assets are anything of commercial value owned by the borrower, including 
revenue-backed assets. 


: es ion. The sum of outstanding end- 
of-year ey in a me pe accounts, plus a liquidating account must be 
greater than $500 million, as of September 30, 1996. 


The reporting requirement does not apply to a portfolio, in whole or in part, if one 
or both of the following characteristics are present. 


e Legal prohibitions. Programs with legal prohibitions against the sale of loans are 
excluded, but should be identified together with the legal citation. 


@ Sovereign nations. Programs that extend credit to sovereign nations are 
excluded. If a program extends credit to both sovereign and non-sovereign 
borrowers, then only the non-sovereign portion of the portfolio is subject to the 
reporting requirement, provided that the aforementioned criteria are met. 


4. Required information. At a minimum, the report must include the following for each 
financing and liquidating account: 


e the cumulative balance of such debts outstanding; 


@ the estimated net present value of such debts (expected cash flows to the 
Government); 


e the estimated net proceeds that would be received by the Government, if such 
debts were sold (expected cash flows to the private sector); and 


e the annual administrative cost, 

associated with | 

e current debts outstanding (current direct loans), 
e delinquent debts (delinouent direct loans), 


e guaranteed loans (current guaranteed loans), and 


e defaulted loans previously guaranteed that result in a receivabie (defaulted 
guaranteed loans). 


rn 


The marketability of all debt (collateralized and uncollateralized, direct and guaranteed 
loans, current and delinquent and defaulted) must also be included in the report. 


5. Methodology. The information included in the report must be calculated, in 
accordance with the following standards: 


e The value of the portfolio is to be assessed as of September 30, 1996. 


e The agency definition of current, delinquent, and defaulted must be included in 
the report. 


@ Estimates of net present value and estimates of net sale proceeds must be 
calculated using an analysis of the remaining cash flows associated with the 
outstanding portfolio, exclusive of administrative expenses. The weighted 
average numbers of years remaining to maturity will determine the appropriate 
discount rate (consistent with guidance on modifications in OMB Circular No. A- 
34, section 12.10). State this discount rate in the report. 


e Assumptions affecting the cash flows used in the net present value estimates 
and estimates of net sale proceeds must be stated. The estimated cash flows 
for private sector ownership may differ from the cash flows under Government 
ownership as a result of these assumptions. (See Attachment C, Analytical 
Perspectives, Fiscal Year 1997 Budget, Chaper21, “Loan Valuation’). 


@ Assume direct loans or loan guarantees are sold to the private sector without 
Federal guarantee (recourse). 


e Estimate the annual administrative cost associated with administering the 
portfolio. Administrative costs are defined in OMB Circular No. A-11, section 
33.5 (n). 


e Marketability is the speed and ease with which a loan can be bought and solid in 
the private sector. Describe portfolio characteristics that improve or inhibit sale 
of loans as well as the degree of private sector interest in purchasing such loans. 


6. Inquiries. Questions concerning this Bulletin should be directed to the OMB 


representative(s) with primary responsibility for the review of the relevant credit 
accounts. . 


PEE 


Franklin D. Raines 
Director 
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19 (4)(A) Within one year after the date of enactment 
20 of the Debt Collection Improvement Act of 1996, each ex- 
21 ecutive agency with current and delinquent collateralized 
22 nontax debts shall report to the Congress on the valuation 
23 of its existing portfolio of loans, notes and guarantees, and 
24 other collateralized debts based on standards developed by 
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1 the Director of the Office of Management and Budget, in 
2 consultation with the Secretary of the Treasury. 
3 “(B) The Director of the Office of Management and 
4 Budget shall determine what information is required to 
5 be reported to comply with subparagraph (A). At a mini- 
6 mum; for each financing account and for each liquidating 
7 account (as those terms are defined in sections 502(7) and 
8 502(8), respectively, of the Federal Credit Reform Act of 
9 1990) the following information shall be reported: 
10 “(i) The cumulative balance of current debts — 
1] outstanding, the estimated net present value of such 
12 debts, the annual administrative expenses of those 
13 debts (including the portion.of salaries and expenses 
14 that are directly related thereto), and the estimated 
15 net proceeds that would be received by the Govern- 
16 ment if such debts were-sold. . 
17 “(ii) “The cumulative balance of delinquent 
18 debts, debts outstanding, the estimated net present 
19 value of such debts, the annual administrative ex- 
20 penses of those debts (including the portion of sala- 
21 —_— ries and expenses that are directly related thereto). 
and the estimated net procecds.that-would be re- 
' ceived by the Goverunent if such debts were sold. 

“(iii) ‘The cumulative balance of guaranteed 
loans outstanding, the estimated net present value of 
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1 such guarantees, the annual administrative expenses 
2 of such guarantees (including the portion of salaries 
3 and expenses that are directly related to such guar- 
4 anteed loans), and the estimated net proceeds that 
5 would be received by the Government if such loan 
6 guarantees were sold. 
7 “(iv) The cumulative balance of defaulted loans 
8 that were previously guaranteed and have resulted in 
5 loans receivables, the estimated net present value of 
10 such loan assets, the annual administrative expenses 
11 of such loan assets (including the portion of salaries 
12 and expenses that are directly related to such loan 
13 assets), and the estimated net proceeds that would 
14 _be received by the Government if such loan assets 
15 were sold. 
16 “*(v) The marketability of all debts. 

““(5) This subsection is not intended to limit existip¢ 
18 stattery authority of -agencies to sel] loar ts, or 
19 other a 
20 (q) Section S7&Z of title 31,United States Code, is 
21 amended by adding at the @ of: subsection (h) the follow- 
23 - “(i)(1)-The head of an executive, judicial, or legisla- 


cost of living adjustment in‘lieu of charging interest ant 
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Attachment B 
+ OMB Bulletin NO. 97-04 
EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, D.C. 20503 


December 26, 1995 


OMB Bulletin No. 96-04 


TO THE HEADS OF EXECUTIVE DEPART? 
JA be ictBan 
SUBJECT: New credit data requireme) 


1. Purpose. This Bulletin informs Federal ag ZS 
requirements included in the report language : 

Appropriations Act of 1996, P.L. 104-52. For! 

loans, the report language requires the Admiz 

the value of the Government's outstanding loa 

the Government (along with a separate estime 

(2) expected cash flows to or from a private ho. 

the financing and liquidating accounts. Data 

report language will be used by Congress and Www w wn... _. 

be worthwhile to pursue loan asset sales. These data will be included in the FY 


1997 Budget. 


2. Background. Report language accompanying the Treasury-Postal 
Appropriations Act of 1996 instructs OMB to “direct, and coordinate with, the 
Federal agencies involved in credit programs to evaluate the value of their credit 
programs, including the cost of annual administrative expcnses and develop a plan 
for the privatization [sic] of such credit programs.” For the purposes of this 
analysis, “outstanding portfolio” is defined as direct loans and loan guarantees 
outstanding as of September 30, 1995. 


The Treasury/Postal conferees believe that the private sector is willing to pay 
substantially more than the Government's expected value of its portfolio. The 
report language states that “[u]sing conservative estimates, it may be thai between 
$20,000,000,000 to $50,000,000,000 could be realized if much of the Federal credit 
program was to be turned over to the private sector.” 


To allow for the comparison of the value of different types of loans, agencies 
are asked to divide the outstanding portfolios in the liquidating and financing 
accounts as of September 30, 1995, into two categories: Category A (substantially 
performing) and Category B (non-performing). CR Cy ae 


oe 


defined as loans that are current or delinquent less than 90 days. Non-performing 
loans are those loans delinquent for 90 days or more. For international programs, 
S——__ =. 


a debt reduction program with the Paris Club. 


8. Action required. Provide the information outlined below for each loan 
program. To assist in the data collection, a Lotus spreadsheet (“port_val.wk3") will 
be sent with this Bulletin. Data should be delivered to the OMB examiner with 
primary responsibility using this spreadsheet by February 9, 1996. 


A. Loan categorization. Agencies are asked to categorize loans outstanding as of 

September 30, 1995, into either Category A (substantially performing) or Category 
B (non-performing). For Loan Guarantee programs, please specify the cumulative 
balance of defaulted loans that were previously guaranteed and have resulted in 

loans receivable. Agencies are requested to provide the weighted average number 
of years remaining to maturity for Categories A and B.' 


B. Scheduled direct loan repayments. For direct loan programs, agencies are asked 
to report the scheduled repayments (the amounts that would be received if there 


were no defaults or recoveries) for each direct loan program. If scheduled 
repayments are not known, agencies are asked to report best estimates of scheduled 


repayments. 


C. Expected cash n.2ws to Government. Agencies are asked to report the loan 
program's expected net cash flows to (+) or from (-) the Government, excluding 
administrative costs. For direct loan programs, expected cash flows (primarily 
principal and interest payments, net of defaults and recoveries) should be positive 
(+). For loan guarantee programs, as a result of claim payments, expected cash 
flows will typically be negative (-). Note: Please separate the defaulted loan 
a meaaaaaa ata saacmman armirass 1 aetatan ees 


cS SSS 
remaining maturity, welghtes-everage interest rate, Sees, ote.) used in estimating 
the expected cash flows to the Government. 


E. Expected cash flows to private sector. Agencies are asked to report for each 
direct loan and loan guarantee program the expected net cash flows for Category A 


_ * Consistent with guidance on modifications in OMB Circular No. A-34, Section 65.8, the 
"average years remaining to maturity will determine the appropriate discount rate for net present 
value calculations of Governmentai cash flows. 
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and Category B if these loans and guarantees were sold to the private sector with 
uo Federal geanentes Goveured) on Che aale transaction. 


tions. Agencies are asked to 
ce ee eh deve toc puvate 
egg nee) capo eine gene net oar 
Gamo cxnmpien of ques centisene wey Oe: | 
The private sector would lose the IRS tax offset, if currently used by 


the agency. 
> Differences in efficiency and quality of servicing and liquidating 


practices. 
> The private sector can be expected to pursue non-current loans more 
aggressively because of the profit motive. 


o Some cunmpien of contiiene epedifie to indieiSast Seane guagrame may be: 
Legal or regulatory forbearance procedures. Agency regulations may 
allow purchasers to take more aggressive collection steps than the 
Government. For example, HUD must hold assigned mortgages for at 
least three years and practice detailed forbearance procedures. 
Different recovery rates on collateral pledged on loans. 

Type and value of collateral pledged. 
Connections to other benefits (grants). 

Other provisions that could change the value of proceeds. 


G. Administrative costs. Agencies are asked to estimate the annual expenses 

directly associated with administering the loans outstanding on September 30, 
1995. Administrative costs should be defined consistent with OBB Circular No. 
A-11, Section 33.5(m). 


Agencies may use Method I: their own methodology for projecting 

administrative expenses or Method II: the methodology contained in the Lotus 
spreadsheet (“port_val.wk3") which accompanies this guidance. Method II relies on 
per loan costs in FY 1995 for projecting future administrative costs. If using 
Method II, agencies must: 
(1) estimate the number of loans outstanding each year until maturitv: 
(2) project the net growth in administrative expenses (rising wages, . 
productivity gains, and other factors should be taken into 
consideration); and 
(3) project the percent of substantially performing loans as of September 

80, 1995, that will become non-performing each year. 


7 ve? ®? 


Agencies may modify Method II to more accurately reflect the expected annual 
administrative costs of their outstanding portfolios on September 30, 1995. 


4. Comparison of cash flow projections. Using the data provided by agencies, 
OMB will compare: (1) the net present value of the Government's expected cash 
flows and administrative expenses, to (2) the expected net proceeds from selling the 
loans to the private sector, which is the net present value of the projected cash flows 
if the loans were sold to the private sector. Consistent with the estimation of loan 
_ modification cost (as defined in OMB Circular No. A-34, Section 65.3), 
Governmental cash flows will be discounted at the “applicable interest rate (yield) 
in the quarter when the modification occurs.” For the purposes of this analysis, 
present value calculations will assume the Government's loan portfolio was sold to 
the private sector on September 30, 1995. Calculating the values as of the end of 
hee pens *. temple pai mwa es yo lg epee amaimaatead 
the portfolio outstanding and appropriate discount rates. 


5. Due Date. Estimates should be delivered to the OMB examiner with primary 
responsibility for the credit account using this spreadsheet by February 9, 1996. 


Qu ns 


Alice M. Rivilin 
Director 


// 
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Identifying Loan Assets for Possible Sale 


may result in a net profit, or other type of gain, and 
develops a method for identifying those programs which 
may merit further analysis. This framework also out- 
lines factors which would discourage private investors 
from offering at least the Government's expected value 
for certain loan assets. If loan assets are only to be 
sold at no cost or a “profit” to the Government, loan 
portfolios with these characteristics should not be con- 
sidered further for loan asset sales. 


Factors which May Lead to the Decision to Sell 
Federal Loan Assets 


Efficiency in Administration of Loan Portfolio. 
If an agency has a dramatically expanding loan volume 
or a surge in defaults, it has several options for avoid- 
ing a ction in its servicing and liquidation capabili- 
ties, including: continuing to hold the loans and re- 
questing additional staff for administration; attempting 
to administer the loans with current staff levels; con- 
tracting to the private sector for servicing; requiring 
guaranteed lenders to work out the loans they origi- 
nate; and selling the loans. With declining staff levels 
in many agencies, a loan sale in these cases may 
produce benefits for the Government apart from any 
immediate “profit” from the sale. That is, even if these 


defaults in the near future. steps are taken 
soon, current administrative resources may be insuffi-. 
cient to continue to service these loan port- 
folios. Testing the by selling loan assets in 


tration of the dwindling portfolio. Loan sales may be 
warranted if current loan staff could be redirected to 
focus attention on new or different lines of business 
that are high priorities for the agency. 

Private Sector Practices. The private sector can 
be expected to pursue non-current loans more aggres- 
sively because of the profit motive. This is part of the 
reason for the “productivity gap” referenced in the con- 
ference report requiring this study. Where Federal 
loans are inefficiently managed, or funds for manage- 
ment of these programs are declining, selling loans may 
capitalize on the quality of servicing and liquidating 
practices in the private sector, and provide a net benefit 
for the Government. The recent HUD sales have shown 
that the private sector is willing to pay more for loans 
where it believes that it can achieve these efficiencies 
in servicing. 


Collateral Value. Loan sales may be warranted if 
collateral underlies the loan and the private sector is 
better at maintaining collateral value while in inven- 
tory, can dispose of it more quickly, or expects a higher 
collateral sale price. Collateral value was an important 
factor in the success of the recent HUD loan sales. 


Public-private Partnerships. In this era of 
reinvention, loan sales foster new communication be- 
tween the managers of the federally assisted credit 
portfolio and the private credit market. This partner- 
ship can serve to create new products or efficiencies 
that can be applied across all credit programs. For 
HUD, this has meant the creation of a. user-friendly, 
low-cost due diligence process that, combined with the 
use of computer technology, has attracted a large fol- 
lowing of investors with more than 200 bidders rep- 
resenting a wide spectrum of the financial markets to 
their loan sales. This new technology can be evaluated 


Factors which May Lead to the Decision to 
Hold Federal Loan Assets 


Small Margin for I 


gains. 
have historical default rates of less than 5 
For example, the USDA's rural water and waste loans 
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21. LOAN ASSET VALUATION 


have expected default rates of less than one percent, 


leaving little room for the private sector to improve 
on this expected performance. 


Collection Tools. The Federal Government has a 
variety of collection tools that are not available to the 
private sector. These tools include the IRS Tax Offset, 
Federal Salary Offset, and the ability to withhold future 
benefit payments (grants) and credit. Tax Refund Offset 
wage garnishment are extremely important to col- 
lections in the Federal student loan programs. A 1987 


that the portfolio of loans was more valuable to the 
Federal Government than to the private sector because 
of the collection tools that are only available to the 
Government, and because the private market would re- 
quire a deep discount due to the credit risk of these 
loans. For defaulted student loans made under the 
. health education assistance loan program, the Federal 
Government can withhold Medicare payments until a 
doctor’s (borrower’s) loan is in good standing. 

For international loan programs where loans or guar- 
antees are made to another sovereign government, the 
Government has a number of tools not available to 
the private sector. These tools include international 
treaties and agreements that the U.S. has signed with 
other nations and the ability of the U.S. to block credits 
from international financial institutions to debtor na- 
tions that have not honored their debt obligations to 
the U.S. For example the Brooke Amendment and Sec- 
tion 620(q) of the Foreign Assistance Act make coun- 
tries ineligible for certain types of foreign assistance 
unless they make required payments on their related 
debts to the U.S. 


Policy Goals of Domestic Programs. The Federal 
Government often uses loans as tools to implement do- 
mestic policy objectives. In these cases, the political 
goals of the program override the importance of individ- 
ual loan performance. Because of these policy goals, 
Federal credit agencies often originate and service loans 
differently than a private financial institution. Credit 
review takes secondary importance to policy consider- 
ations, such as guaranteeing that credit is available 
for al] farmers or all students. 

Likewise, servicing actions in these programs and de- 
cisions on restructuring loans may be aimed at provid- 
ing additional assistance to the borrower rather than 
at collecting funds promptly. For example, many farm 
loan contracts contain significant borrower rights that 
make servicing labor-intensive. These procedures to 
protect the borrower would cause private sector pur- 
chasers to discount the value of these loan assets heav- 
ily. It would be difficult for the Government to continue 
to achieve its public policy objectives unless its gener- 
ous collection and forbearance tools were continued by 
the private sector. However, if the private sector contin- 
ued these servicing and liquidation policies, it would 
be difficult to realize the productivity gains necessary 
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for a private investor to purchase the loan assets at 
or above the Government’s expected value. 

Subsidies are not necessarily limited to beneficial 
loan terms and collection procedures. The Government 
may support the borrower by providing extensive train- 
ing, counseling, and technical support. For example, 
SBA’s Microlending Program avoids substantial de- 
faults by providing the micro-loan borrowers with the 
knowledge and skills they need to successfully repay 
their loans. If these loans were sold, it is not clear 
how the borrower-Government-investor relationship 
would continue. 


Foreign Policy Goals and Considerations. Foreign 
policy goals and considerations affect the provision and 
administration of Federal credit in that they often offer 
terms and conditions that are more generous than the 
private sector. 

In some cases, foreign policy goals could also inhibit 
purc..ases by the private sector. For example, many 
loans are made to developing countries that are per- 
ceived too risky for the extension of private credit. This 
perception of risk is one of the justifications for the 
development of some of the Government’s international 
credit . In other cases, the private sector 


might avoid credits that otherwise would be attractive 


because of foreign policy sensitivities. For example, the 
Department of Defense’s new commercially-oriented 
military export credit program was created by Congress 
partly because the private sector has been reluctant 
to provide credit for military export purchases. 

The majority of outstanding international direct loans 
and loan guarantees are sovereign; that is, they are 
direct loans or loan guarantees that are to, or guaran- 
teed by, another sovereign government. It is unlikely 
that a credit to a sovereign government would have 
a greater value to the private sector than to the U‘S. 
Government. Private sector creditors remember the 
international debt crisis of the 1980s, where a number 
of U.S. financial institutions lost large amounts of funds 
that they had extended through loans to sovereign gov- 
ernments in developing countries. As a result, private 
creditors have since often shied away from providing 
sovereign credit in most developing countries. In addi- 
tion, many of the sovereign direct loans that are out- 
standing to the U.S. Government have been resched- 
uled in the Paris Club, an informal group of creditor 
nations which agrees to extend the maturity of loans 
that a debtor nation could not otherwise pay on sched- 
ule. While Paris Club reschedulings are done in order 
to increase the eventual probability of repayment, be- 
cause rescheduled loans are eligible for fur- 
ther rescheduling, the private sector often views these 
loans as “subordinate” to those that have not been re- 
scheduled. 


Length of Loan Term. Some Federal programs have 
loan terms of 40-50 years. In these cases, the private 
market would view the extended term as increasing 
the uncertainty of repayment, as well as exposing them 
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21. LOAN ASSET VALUATION 


as a Government agency, may not have significant ad- 
vantages over the private sector. In addition, claims 
can be relatively labor intensive, and the sale 
of certain claims by Eximbank, even at a loss compared 
to the value to the Government, in certain 
cases might be outweighed by this gain in administra- 
tive savings. * a. ; 
Defaulted Guaranteed Loans and Non-Perform- 
ing Loans. In addition to reviewing the SBA and 
Eximbank programs specified above and analyzing 
more the ongoing HUD and VA sales, the poten- 
tial for selling defaulted guaranteed loans and non- 
forming loan assets across agencies will be examined 


recovery 
vate sector may be willing to offer a price higher than 
the Government's expected value. 


Programs where Loan Asset Sales Are Not 
Suitable 


Departments of Agriculture and Interior. Many 
of these loan have significant borrower rights 
that would transfer with the loan upon sale and would 
cause the proceeds to be significantly discounted. They 
also often have loan terms of over 35 years. This in- 
crease in uncertainty would be reflected in the sale 
price of the loans. Finally, since most of the existing 
servicing is not automated, due diligence costs would 


be high. 


Departments of Education and Health and 
Human Services (HHS). The Department of Edu- 
cation sold most of its low-interest college housing and 
higher education facilities loans 
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ent collection which are not available to 
the private sector. For example, HHS’ health evaluation 
assistance loan program can bar defaulters from partici- 
pating in the Medicare program. | 
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loan programs, some loans 
allotment of DVA benefit checks, 

which may not be paid to private loan holders. In addi- 
beneficial not available in 


the private sector to help it dispose of Federal property, 


and DVA has invested in loss mitigation staff dedicated 
to pursuing loan reinstatements and alternatives to 
foreclosure. 


Department of Defense. Most outstanding Foreign 
Military Financing loans are to countries with which 
official U.S. diplomatic relations are particularly impor- 
tant and sensitive. This argues against selling these 
loans, particularly in cases such as Israel, where mili- 
tary sales are an important component of the relation- 
ship. In addition, because of the sensitive military na- 
ture of FMF loans, the private sector is likely to be 
much less willing to acquire such loans. 


USDA Foreign Agricultural Service. The primary 
aim of the Public Law 480 program is to provide hu- 
manitarian food assistance through low-interest, long- 
term (30+ year) loans. Borrowers typically have low 
credit ratings. Given the high default risk, lack of col- 
lateral, and deep interest subsidies, it is unlikely that 
private investors would be interested in purchasing P.L. 
480 loan assets. 


U.S. Agency for International Development 
(USAID). USAID’s Economic Assistance Loans (EAL) 
and Housing Guarantees (HG) are unlikely to be of 
greater value to the private sector. EAls are: (1) sov- 
ereign and primarily in very low-income developing 
countries; (2) highly concessional; and (3) long term 
(30-40 year maturities). Because the private sector does 
not have the leverage of the Brooke Amendment sanc- 
tions, diplomatic pressure, or significant foreign aid 
funds, nor the ability to use its experience in operating 
in developed financial markets in most EAL countries, 
it is unlikely to have efficency gains in collecting on 
these loans. HG guarantees are primarily sovereign 
loans and are similar to EALs, except that they have 
market interest rates. Therefore, for the reasons dis- 
cussed above, they are unlikely to be attractive to the 
private sector. 


Overseas Private Investment Corporation 
(OPIC). Partly through its agreements with the gov- 
ernments of the countries in which it does business, 


apply to direct loans, it might be more feasible to sell 
outstanding loans to the private sector. However, direct 
loans tend to be smaller, more risky transactions, and . 
therefore are not likely to be attractive to the private 
sector. 


Eximbank. The majority of Eximbank’s outstanding 
portfolio (about 75 percent) consists of sovereign credits, 
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efficiency of current practices. Options will include: 
achieving efficency gains through upgrading financial 
systems; increasing the staff of servicing and liquida- 
tion offices; contracting to the private sector; requiring 
guaranteed lenders to work out the loans they origi- 
nate; and loan asset sales. In considering opportunities 


for loan asset sales the task force will refine the frame- 


teria which can be applied to all loan portfolios in order 
to identify programs that show portential for joan asset 
sales. 
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